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Professional Competence
B Y JOHN M . NEUMAYER
PARTNER, KANSAS CITY OFFICE

Presented at the Annual Meeting of the American
Institute of Accountants, Seattle — September 1956

PROFESSIONAL COMPETENCE
Professional competence has been a topic of discussion at several
meetings of the Committee on Professional Ethics. At the present time
the Rules of Professional Conduct of the American Institute of Account tants are silent on this subject although they deal generally with professional responsibility.
It appears logical that the general public as well as bankers and
others having to do with financial statements and reports prepared by
Certified Public Accountants should assume that any practicing accountant, who has had the proper accounting educational background and
passed the uniform Certified Public Accountant's examination, is competent. In Chapter 2 of Mr. Carey's new book "Professional Ethics of
Public Accounting" he refers to a fundamental principle of law which
establishes the requirement of competence and quotes from T.M. Cooley's "Treatise on the Law of Torts" as follows:
"In all those employments where particular skill is requisite, if one
offers his services he is understood as holding himself out to the
public as possessing the degree of skill commonly possessed by
others in the same employment, and if his pretensions are unfounded he commits a species of fraud upon every man who employs him in reliance on his public profession."
During the past ten years the scope of a public accountant's practice has broadened to a considerable extent. In prior years his practice was about limited to annual audits of the accounts of corporations
and other organizations and bookkeeping and tax services. Today the
accountant is expected to perform many specialized services such as
systems work, management services, consultant in reorganizing and
refinancing corporations, and installation of electronic processing
equipment.
Before accepting an engagement for any of these special services,
the accountant must be assured that his education, training, experience
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and knowledge relating to such services are adequate to enable him to
perform such special services in a competent manner.
To accept an engagement for services which the accountant is not
qualified to perform is certainly more dangerous and detrimental to his
reputation and the standing of the profession as a whole than frankly to
admit that he is unfamiliar with and not qualified to render such special
service.
It is practically impossible for any one individual to acquire competence in all fields of special service rendered by the accounting profession today. Competence in some of these fields requires special
training and study, particularly with respect to electronic processing
equipment, management, engineering, and system work.
During the many years of development of the accounting profession, the need for uniformity in auditing procedures and auditing standards was recognized.
As early as April 1917 the Federal Reserve Board issued a pamphlet entitled "Uniform Accounting, A Tentative Proposal Submitted by
the Federal Reserve Board" which consisted primarily of audit verification procedures. This pamphlet was subsequently revised and since
that time many additional pamphlets and statements on auditing procedure and standards have been issued by the American Institute of A c countants. Their purpose has been to raise the standard of auditing
procedures and increase the competence and efficiency of the practitioner.
Rule 5 of the Rules of Professional Conduct of the American Institute of Accountants requires the accountant to make certain disclosures in his certificate and to comply with standard technical performance in the scope of his examination. If he fails to do so, he may
be held guilty of an act discreditable to the profession.
The American Institute of Accountants at its annual meeting in
1948 passed a resolution to the effect that when the phrase "generally
accepted auditing standards" is used in the opinion of an independent
auditor, it shall be deemed to refer to the standards set forth in the
statement of auditing standards issued by the Institute's Committee on
Auditing Procedures. Compliance with standard auditing procedures is
an obligation of those who profess competence in the field of auditing.
No standards or assurance of competence are presently in effect
with respect to specialized services. This is particularly true with
respect to preparation of federal income tax returns. Under present
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law practically anyone can open an office and advertise as an income
tax specialist, irrespective of his experience or educational qualifications. While it is true that a so-called income tax specialist who is
incompetent may not be permitted to practice before the Internal Revenue Service, he can continue to operate as a tax consultant and prepare
tax returns. Rules of Professional Conduct of the American Institute
of Accountants could possibly be amended to cover ethics relating to
tax practice of its members, but it appears that the only method through
which control over other tax practitioners may be obtained is through
federal legislation.
There have been instances where practitioners have accepted engagements for specialized services which require special knowledge
and skill they do not possess. Presently, accountants are reluctant to
refer engagements of this type to other practitioners who are competent in the particular field for fear of losing the client. But seekers of
specialized services could readily be referred to other accountants with
the specific understanding that the specialist would agree not to accept
any recurring accounting engagements from such referred client without the consent of the original practitioner. The Rules of Professional
Conduct of the American Institute of Accountants could also include a
rule prohibiting a practitioner to whom specialized work was referred
from accepting subsequent employment from such referred client,
without the consent of the original practitioner.
Some accounting firms are presently employing specialists to enable the firm to serve their clients in specialized fields such as management services and electronic processing and engineering services.
In some instances these specialists are not partners of the accounting
firm. Most states have regulatory accounting laws which prohibit a
partnership from engaging in the practice of public accounting if the
partnership includes partners who are not licensed to practice public
accounting in those states. Since the partners of a firm of practicing
Certified Public Accountants are responsible for all services rendered
by the firm, it would appear that some member of the partnership
should be competent to supervise and evaluate the work performed by
such specialists.
Some accounting firms presently employ lawyers as members of
their staff. There is certainly no sound reason why a lawyer should
not be employed by an accounting firm so long as he does not hold himself out as a lawyer or render to clients of the accounting firm such
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services as only lawyers are authorized to perform. In fact, no employee of the accounting firm should be permitted to render any service which his employer is not authorized to render.
It appears advisable to add to the Rules of Professional Conduct
of the American Institute of Accountants a rule which would prohibit any
partner or employee of a firm of practicing accountants from performing any service which the accountant is not authorized and qualified to
render. Your Committee on Professional Ethics is presently giving
study to the advisability of recommending the adoption of such a rule.
Some members of the Committee question the necessity of any such
rule inasmuch as the partners of the accounting firm are responsible
for the acts of their employees.
The Association of Consulting Management Engineers, Inc. is attempting to control, in part at least, this matter of competence by i n cluding in their Code of Ethics the following rule:
"That we will not undertake an assignment for a client unless we are
confident that we have the technical skills and experience necessary to do the job quickly and efficiently. Even if a client were to
urge us to accept, we would decline a job for which we are not well
prepared.
"This does not mean that we are afraid to pioneer with a new principle, providing there is adequate justification for making an experiment. We will not accept an assignment and then try to find men
to do the work. We must have an adequate staff for the job, or
must know that it will be adequate when work is to start."
The question has been raised as to the advisability of an accountant or accounting firm accepting engagements to audit accounts of companies operating in specialized fields, such as stock brokerage, banking, public utility, o i l production, etc. Most large accounting firms
have specialists in these various lines; therefore, the problem is not
apt to arise as often as with individual practitioners.
In some of these specialized fields, particularly that of public
utilities, there has been published considerable material relating to
accounting procedures and classification of accounts. A Certified Public Accountant who has a good educational background in accounting
theory and has had years of practical experience and training should be
able, through research and study, to make himself sufficiently competent to accept engagements in some of these specialized fields.
The practitioner must be frank and honest with himself. If he has
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any doubt whatsoever as to his competence in any particular or specialized field, almost without exception it would be advisable to refer the
engagement to some qualified practitioner. The referring practitioner
may arrange to participate in the engagement with the specialist-practitioner and thus gain some knowledge of the particular industry. It
appears unreasonable to expect a practitioner to refuse forever an engagement relating to a particular type of business with which he is
presently not familiar.
Summarizing the foregoing comments, it seems clear that the
Certified Public Accountant should not attempt to render any type of
service, whether accounting, tax, or other special service, unless he
himself is satisfied that he is competent to render such service. This
applies also to partnerships, but of course the partnership should not
disqualify itself if one or more partners are competent and sufficiently
familiar with the particular type of service to be performed to supervise and evaluate the work.
PROFESSIONAL RESPONSIBILITY
Certified Public Accountants, as members of a skilled and learned profession, are subject to many of the same responsibilities and obligations as members of other professions. They are responsible to
their clients, to the general public, to their profession, and to many
others. To attempt to cover them all would require more time for each
than is allotted to this paper. It will therefore be necessary to cover
only some of the more important responsibilities and to discuss them
only in a general way.
Clients
The accountant has an important responsibility to his client in
that he must serve the client to the best of his ability in the capacity
for which he is employed. He must render unbiased opinions and remain independent by stating the facts as he sees them, telling the truth
without fear or favor. It is also important that the practitioner be i n dependent of any self-interest, financial or otherwise, which might affect his judgment in reporting on the financial position and operating
results of a business.
The accountant's responsibility to his client does not end with the
completion of his audit and the rendition of his audit report. Observations made by the accountant during his examination, relating to operations, procedures, or other important matters, should be discussed
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frankly and fully with management. During the year the accountant
should keep in close contact with the client and act as consultant on
matters of importance. Such relationship should increase the scope of
the accountant's services. The accountant, with his intimate knowledge
of the operations, procedures, and financial status of the enterprise,
should be in a much stronger position to render management service
than some outside expert who has little or no knowledge about that particular business.
Profession
The practitioner has a responsibility to the accounting profession
in that he must conform his work to the generally accepted auditing
standards developed by the profession. As a member of the accounting
profession, he is expected to adhere strictly to the Code of Ethics and
Rules of Professional Conduct.
Time will not permit a detailed discussion of the Rules of P r o fessional Conduct, many of which were designed to avoid conflict and
dissension and to preserve harmony within the profession.
Most complaints received by your Committee on Professional
Ethics cover violations of the rules relating to advertising and solicitation. This appears to indicate that accounting standards and techniques adopted by the profession are generally being adhered to.
The progress of our profession during the past ten years was
made possible in an important degree by the untiring efforts of members of the staff, officers, and members of the many committees of the
Institute. Every member of the Institute is duty bound to adhere to the
accounting standards and ethics established by our profession and should
volunteer to take an active part in one of the many activities of the Institute.
Staff
The practitioner has the responsibility of keeping the members
of his staff abreast of the changes and improvements in accounting techniques and procedures. Staff members should be supplied with bulletins
and pamphlets issued by the American Institute and with other current
accounting literature.
It is also the responsibility of the practitioner to see that members of his staff, particularly juniors, are obtaining adequate and proper experience, receiving diversification in their assignments, showing
proper development in accounting techniques, and progressing in his
organization. It is also his responsibility to provide staff meetings
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where current changes in accounting techniques and procedures are
discussed. Staff members who have not obtained their CPA Certificate
should be encouraged to prepare for the examinations and given assistance through coaching courses conducted by partners and senior accountants.
Interviews should be held at regular intervals to keep staff members well informed as to their progress and their future possibilities
with the firm.
Public
As a member of the accounting profession, the practitioner is responsible to the general public, who may properly assume that the practitioner is competent to render the type of service ordinarily rendered by public accountants. The public and credit grantors also expect
to place reliance on the reports and opinions rendered by the public accountant and assume that he is independent.
The matter of independence is also considered of importance by
the Securities and Exchange Commission in connection with registration statements filed under the Securities Act of 1933 and the Securities
Exchange Act of 1934.
The public, mainly through the efforts of our profession, now has
a different concept of the accountant's place in the economic structure
of our country.
Many prominent members of our profession have accepted appointments to responsible and highly important positions in our Federal Government.
The accountant's place in business has been recognized for many
years and he is being called upon more and more for advice and consultation on important matters of policy and future planning.
It is the accountant's responsibility to safeguard the enviable
position and influence he now holds by adhering strictly to the standards
of the profession and its Code of Ethics.
Legal Liability
This summary of the accountant's professional liability would not
be complete without some mention of his legal liability. Certified Public Accountants have always recognized their professional responsibility
for competence and the necessity of making full disclosure of material
facts in financial statements examined and opinions rendered by them.
However, many practical problems as well as highly technical legal
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questions have arisen in respect to accountants' civil liability.
Full and complete discussion of the legal responsibility and civil
liability of accountants would require the entire time allotted to this
panel discussion.
This subject is fully and ably discussed by Saul Levy in Chapter
6 of The Certified Public Accountants Handbook and in other articles
written by him and published in the Journal of Accountancy. Careful
reading of these informative articles is recommended.
Conclusion
This paper does not purport to be a complete treatise on the many
topics mentioned therein, as it was written principally to present a
statement of the various matters for panel discussion.

193

